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BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

RE: COMPLAINT OF US LEC OF ) ~ o
TENNESSEE, INC. AGAINST ELECTRIC ) Docket No. /2.7 ~OOS dord.
)
)

POWER BOARD OF CHATTANOOGA

COMPLAINT

This complaint is filed by US LEC of Tennessee, Inc. (“US LEC”) against the Electric
Power Board of Chattanooga (“EPB”) pursuant to T.C.A. § 65-4-117(1),! T.C.A. § 65-5-208(c)2
and TRA Rule 1220-4-8-.09(b).> As described below, US LEC alleges that EPB has engaged,
and continues to engage, in discriminatory and anti-competitive préctices in violation of state law
and the orders of the Tennessee Regulatory Authority (“TRA”).

1. US LEC is a competitive local exchange carrier certified by the Tennessee
‘Regulatory Authority (“TRA”) to offer intrastate telecommunications services in Tennessee. US
LEC operates throughout the service area of .BeIISouth Telecommunications, Inc. in Tennesseé,\
including the City of Chattanooga.

2.  EPB is a municipal électric service provider and a board of the City of

Chattanooga, Tennessee. EPB provides retail electric power to business and residential

' TCA §65-4-117(1) gives the TRA the power to “investigate . . . . upon complaints any matter concerning any
public utility.”

2 Pursuant to T.C.A. § 65-5-208(c), the TRA “shall, as appropriate . . . . adopt other rules or issue orders to
prohibit cross-subsidization, preferences to competitive services or affiliated entities . . . . or other anti-competitive
practices.”

> Rules 1220-4-8-.09(b) states, “Upon the complaint of any interested party that any telecommunications service
provider has violated any of the anti-competitive or discriminatory rate prohibitions found in applicable rules or
statutes, [the Authority] shall investigate the complaint and may convene a contested case proceeding - if such
complaint is found to have merit.”
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customers in the City of Chattanooga, most of Hamilton County, and parts of eight othér
counties located in Tennessee and Georgia.

3, Pursuant to T.C.A. § 7-52-401 et seq. and § 65-4-201 et seq., EPB has been
certified by thé TRA to offer intrastate telecommunications services in Tennessee. See “Order
Approving Application for Certificate of Public Convenience and Necessity” (“the Order™),
issued May 10, 1_999, docket no. 97-07488. Pursuant to the Order, EPB offers
telecommunications services in the City of Chattanooga in competition with US LEC and other
local éxchange carriers.

3. Under the Order, EPB is required to comply with certain terms and conditions
which were designed to prevent the electric division of EPB frcim cross-subsidizing, directly or
indirectly, the telecommunications division of EPB. With a few, limited exceptions, such cross-
subsidiz'ation of the telecommunications division is prohibited by T.C.A. § 7-52-402. The terms
and conditions regarding cross-subsidization are contained in the “Second Revised Proposed
Conditions,” filed by EPB with the TRA on November 3, 1998, and incorporated by reference in
the Order. See Order at page 5, footnote 2. A copy of the “Proposed Conditions” is attached.

4. | The Proposed Conditions include a Code of Conduct which requires among other
things, the following:

a. EPB “may not discriminate between the telecommunications division” and
other telecommunications providers. Pioposed Conditions, at 17.

b. The electric and ielecommunications divisions of EPB may engage in a
limited amount of joint marketing “provided that the customer is informed . . . . of ihé separate
identities of each.” Id., at 16. |

¢. . Internal auditors at EPB are required to test “the compliance of the

telecommunications division and the electric system” with the Code of Conduct and the other
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Proposed Conditions and to “issue a statement detailing the EPB’s compliance with the’ Code of
- Conduct.” Id., at 19. Although the Pfoposed Conditions do not eiipressly state where the
auditors “statement” of compliance must be published, the Order states that EPB must “provide
the results of any such audits to the Authority.” Order, at p. 5, footnote 2.

5. In addition to the Proposed Conditions, EPB is also “subject to regulation by the
Tennessee Regulatory Authority in the same manner and to the same extent as other certificated
providers of telecommunications services, including, without limitation, rules and orders
governing anti-competitive practices.” T.C.A. § 7-52-401.

6. The telecommunications division of EPB operates under the name “EPB
Telecommunications” (in practice, often shortened to “EPB”), thus giving the
teleéommunications division the benefit of the valuable good will created and maintained by
EPB’s electric system and giving the public the impression that both telecommunications and
electric services are provided by the same entity.* Rather than trying to inform customers that
the telecommunications division aﬁd electric . division are - separate entities, the
telecommunications division states in its promotional materials that “we were there” in 1882
when Chattanooga first got electric power and that “our plan is to be around for the next 118
years t00.”> The same material cléims that the telecommunications division “has all of the solid
reliability, local accountability and community leadership of EPB, its parent division.” The

division even implies that customers have a civic responsibility to purchase telephone services

In contrast, the telecommunications division of Memphis Light, Gas and Water does business as “Memphis
Networx,” a name unrelated to MLG&W.
°  The telecommunications division, of course, is only four years old. EPB’s claim is also exaggerated as it applies
to the electric division. EPB itself was created by an act of the Tennessec legislature in 1935. See Order, at 8. Prior
to that time, electricity in Chattanooga was provided by the Tennessee Electric Power Company, an investor owned
utility regulated by the predecessor of the TRA.
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from EPB because such purchases allegedly “benefit Chattanooga businesses and the
community aé a whole” and create a “much, much brighter future for our own city.” See
attéched exhibit from the web page of EPB Telecommunications. On at least one occasion, and
likely others, executives of the telecommunications division have represented to potential
customers that EPB Telecommunications “has been around for seventy years.” The selection of
the name, EPB Telecommunications, for the telecommunications division and the ‘repeated,
sometimes inaccurate, statements about the relationship between the telecommunications and
electric divisions are clearly intended to promote the telecommunications division bvy leveraging
the reputation and good will of the electric vdivision. Such actions violate both the Code of
Conduct, which requires EPB to inform customers of “the separate identities” of the two
divisions, and T.C.A. § 7-52-402 which, with limited exceptions not applicable here,‘expresslly
prohibits a municipal electric system from subsidizing its telecommunications operations..

7. Upon information and belief, US LEC further alleges that EPB’s electric division
allows the telecommunications division to gain access to buildings by using rights-of-way and
building entrance facilities which are used by, or under the control of, the electric division but
that such facilities and access to rights-of-ways are derﬁed to other, non-affiliated
telecommunications carriers. This practice violates the Code of Conduct which prohibits EPB
from discriminating in favor of its telecommunications operations over the other carriers. This
practice also constitutes an 1llega1 subsidization of EPB’s telecommun1cat10ns operations in
violation of T.C.A. § 7-52-402.

8. According to the public records at the TRA, the internal auditors of EPB have
never issued any statements concerning EPB’s compliance with the Code of Conduct nor
provided any such information to the TRA as required by the Order. This failure to file the

internal audit reports constitutes a violation of the Order.
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9. ) Based upon these allegations, US LEC asks the TRA to open an investigation
conc.erningv the practices of EPB and its telecommunications division, to convene a contested
case proceeding concerning those practices, to impose sanctions for any violations of the Order
and of state law, to promulgate additional terms and conditions as necessary to prevent further
discrimination and cross-subsidization, to direct the telecommunications division to operate
under a different name that has no relation to EPB and to make no reference to EPB in the
division’s promotional, advertising, and marketing materials, and to grant US LEC such other
relief as may be waﬁanted by the evidence and applicable law.

Respectfully submitted,

BOULT, CUMMINGS, CONNERS & BERRY, PLC

Henry Widker

414 Union Street, Sfite 1600
P.O. Box 198062

Nashville, Tennessee 37219
(615) 252-2363
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CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing has been forwarded
via fax or hand delivery and U.S. mail to the following on this the 15® day of May, 2002. .

William C. Carriger, Esq.
Mark W. Smith, Esq.

400 Krystal Bldg.

One Union Square
Chattanooga, TN 37402-2514

Henry Walker

//% Z/LM,(.//, | Uﬂ%y&
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EPB Telecommunications - Our Legacy

Teleconrmainitations
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Loontaet iy

We were there on May 6, 1882; Chattanooga’s first
day ever with electric power. Twenty-five city
streetlights were lit, and we became the south’s
first city with electric street lighting. -

Now, Chattanooga has taken another great jump
orward in technology. EPB Telecommunications
has launched an extraordinarily powerful
elecommunications network to serve the

e ‘businesses of this city. This source for advanced
voice and data services has all of the solid reliability, local
accountability and community leadership of EPB, its parent division.
Our plan is to be around for the next 118 years, too.

This advanced network benefits Chattanooga businesses and the
community as a whole. Choosing EPB Telecommunications is
choosing a much, much brighter future for our own city.

Intro | Contact Us | Home
Services | Our People | Qur Legacy | Qur Customers
©2000 EPB Telecommunications, All Rights Reserved

hti_:p://WWW.epbtelecom.com/epb/legacy.htm 105/13/2002




‘ BEFGRE THE TENNESSEE REGULATORY AUTHORITY
AT NASHVILLE TENNESSEE ”

IN RE:

APPLICATION OF ELECTRIC .
- POWER BOARD OF CHATTANOOGA
FOR A CERTIFICATE OF PUBLIC
CONVENIENCE AND NECESSITY -
TO PROVIDE INTRASTATE =
TELECOMMUNICATIONS SERVICES

- DOCKET NO. 97-07488

SECOND REVISED PROPOSED CONDIT IONS T g CERT IFICATE OF PUBLIC
CONVENIENCE AND NECESSITY TO ENSURE STATUTORY COMPLIANCE FILED
- ON BEHALF OF THE TENNESSEE CABLE TELECOMMUNICATIONS .
ASSOCIATION AND ELECTRIC POWER BOARD OF CHATTANOOGA

The Tchnéésee Cable Télact;mmunicatiﬁns Association ("TCTA"), and the Elcctrié‘édv’verl
| Board of Chammooga ("EPB") the Apphcant hercm ﬁlc this revxsed joint pmposai of condztxonsv
to- Whmh the Applicant’s Cemﬁcate of Pubhc Convcmencc and Necessxty should be subject if
it is later grantcd in this procecdmg by the Tcnncssee Rugular.ory Authonty ("TRA") In
prcpanng this second revised Jomt proposal the TCTA and the Electnc Power Board of
_' Chattanooga have consulted pursuant to the request of the Dzrcctors of the TRA at thc mmal.
he:mng on Apnl 23 1998, and at the heanng on October 13, 1998, a.nd have agrced to the

contents of this proposal wuh two excepuons which are noted The other mtervenors have been

furnished copies and an opportunity to comument and join in if they wished.




" -'I.

INTRODUCTION

The EPB ﬁled an Apphcatron with the TRA on October 21, 1997 for a Certlficate of
. Pubhc Convemence and Necessrty to become va Competmcr Telecommumcatlons Service Provrder
as deﬁned by Tennessee Code Annotated § 65-4-101 and & 65—4 201l As a mummpally owned
‘electric utility, the EPB is subject to the requlrements contamed in T.C.A. §§ 7-52-401 -
| 7 52-407 which are not apphcable to other Competmg Telecommumcatlons Serv1ce Providers. |
At the mrtzal hearmg of this cause on Apnl 23, 1998 certain 1ntervenors as weH as the Directors,
_‘ ertpressed a concern regardmg the addlttonal statutory requu‘ements ‘apphcable to the Apphcant o
in thi proceedtn EPB At the request of the Directors, the TCTA and the EPB have conferred'.' |
in arr attempt to 1dent1fy a process whrch could be desrgned to ensure comphance with these
addrtlonal statutory requu:ements. On September 9 1998‘ the TCTA and the EPB ﬁled'proposed |
" conditions to the Certificate. Prior to the hearing of this cause on October 13 1998 the TCTA -
and the EPB negotrated further revisions, and the TCTA and the EPB ﬁled revxsed proposed "
condmons at the heann0 of this cause on October 13, 1998. B

At the heanng of thlS cause on October 13, 1998 the Dlrectors requested that the parues ;
further consult regardmg issues raised in that heatrmCr and that the partles include further rev1s1onsv

to the revrsed proposed condmons to the extent that such revisions could be worked out among

the parties. These secondrrevised proposed conditions incorporate those changes.

“The parties agree that in order to comply fully with the pl'OhlbIthIl against subsrdles found

in T. CA § 7-52- 402 and to cornply w1th the requirements of §§ 7-52-402, 7 52 404 and.

'For purposes of this ]omt proposal the term "telecommunications services" are those
services Wthh reqmre TRA authortzatton asa Competmcr Telecommunications Servrce Provider.

2



7-52%405 ;egarding: cost imput‘at‘ion, the EPB should expand‘,its écéounting systémsv aﬁ‘dA‘mo'cil_ify, :
pof_ti@ns of its acéoﬁnting. plrocedures. “Explained below érc the e‘ss’eriﬁal metﬁdds fhat EPB,
‘sﬁould adopt to ‘prc};.)erly' séparate telecommunications fr'om; electric pvowevr alc‘:c’ountki’rklg data,
providé assurahcev that subsidizétion does not occur, and to properly alicca_te, -cost; o
| | IL |
B | -PUkPOSE

Thé EPB haé formed a telecommunicaﬁons.s,'ervice divisi'gimbyto achieve o;ganizétional and |
acicounting Separation ‘frq'm its electric power service Oi)erations. The ultimate goal of
establishing ruleé and regulations to govern the EPB’s éfﬁliatevtransactions is to ensﬁre"jus‘t and
reasonable rates for the ratepayers of the electric utili‘t‘y, Inéuﬁng just and reasonabie rates that

remain subject to re'g‘ulati’on requires guarding against ‘cross-subsidy of the EPB’s ventures,

, prmc1pa11y its provision of telecommumcatlons services. The rules ‘and regulatlons outhned in

the followmg sections are intended to dlscourage the EPB. frorn subsmhzmg the costs of the newly :

- created telecommunications division by shlftmg costs to the activities. of the electnc system.

Furthe?rm(')re,v, the m1e§ and regula.tions are craﬁed to assure ‘that br.'atepayers share in any
efficiencies generated 'from‘ Joint use of 'facili‘t'ies and ‘s'ervices by thcvt‘elecoxmnunications division.
- For rthe tglecommuﬁic_éﬁpns division, EPB ié establishing a telecomrﬂunicatiéné accdunﬁng-
systeﬁi\that is dié;iﬁg‘uishable from its electric accountihg system. The new te-lécomfnﬁnicaﬁons
System must enable telecommunications accounting transactibns to be identiﬁéd and récorded in
a set of accouﬁts distij:;ct from the electric accoUﬁting :ec'éfds.
EPB has dc;,Signed a'chart of accounts fpr the felecq@umcatiOnS‘ éccoﬁnting system that
utilizes fhe, Federal Communicatigns C‘ommission’s“ Uniform System  of Accounts for

)

Telecqmmunication.Comp‘ani‘es as defined in the Co’dc of Federal Regulations, Title 47, Part 32.



EPB’s use of these accounts -wﬂl be in accordance with the Part 32 account deﬁhitions and will

si'mpli‘fy telecommunications reporting to the TRA. All of the accounting entries recorded in

-~ these accounts shall bevdire‘ctly relat,ed‘ to telecommunicatibns service or shalil' be,the"’re'sult of an

equitable and supportable allocation between telecommunications service and electric service.

Althoughvall of thektelecor'r'lmunic,atiOns. accounting traﬁé&ctio_ns_, both direct and allo"cat.ed,
will originate in EPB’s elvcct;i‘c accdunting system, -they wﬂl be \izﬁqueiyb identified by ineans of
pfed'eﬁhed account number Vraggels or b’y éssignmeﬁt»fo a cost c;:ntef speciﬁcally deSignatéd to
accumulate telecommuniéations ‘écco‘unti‘ng ’a'c't_iv'ity,. At mor;tﬁ-end, these transaétions ’will be
surmnaﬁzed ~and transferred td the appropriate Part 32 accbunté résiding in 'thé
telecommuhicatibns-accounting .Svegment‘of the genéral ledger System,' Fro_m the accouﬂt balances

maintained in this segment, the telecommunications accounting records will be available for -

‘ 'r‘ep'o'rti'ng and historical analysis. The telecommunications financial staternents prepared by EPB

will present all of the accounting eleméntsvpertaining to its telecommunications operations and

will be indepeﬁde-nt of E’P'B.’s eledric financial étatements.

| Déscribé'd »b’el’oyw are the accoﬂntiﬁg pn’ncipl,és andproce’dur'es- EPB shall édopt to maiﬁtain
its téleconununications and electric accounting recotds in éonformanée with the statutory
requirements. | -

B i

_ Assignment 'and Allocation of COSts ‘

Electric services provided to the telecommunications division shall be charged. to the

telecommunications activity at the current electric rates and credited to the revenue account of -

the electric system for that service.




K ~ Costs éssigned to and .allo.cate.dkbetWeen tlie elcc‘t‘ric systém aﬁd"tlxc. telccommuhicatiions | .
'd1v1s1onb shall be at fully allocated costs. In tlle casc of an annual charoe for facilities, the fully '
.allocated costs should mclude ata mlmmumz property talxes deprecxatlon expcnses mallltenance

| expeﬁces and a rate of return on the investment in the asset. In the case of personnel the fullyl ,
- _allocated costs should mcludc all embloyee benefits, payroll taxes, lnsura;oce, pcnsion, and post-
retirement bcoeﬁts other than pensioﬁ. Cost assignment ancl'allocation shoulcl l‘)e.based upon'the .
,-following pn'nciples: |

Directly Ass10nablc Costs - costs of assets and resources incurred excluswely for
prov1dmg either electrlc utxhty services or telccommumcatlons activities.

Du'ectly Attributable Costs - costs of assets and resources 1ncurred to prov1dc both electmc:
utility services and telecommumcatmns activities that can- be apportioned usmg direct
measures of cost causauon

Indirectly Attributable Costs - costs of assets and resources mcurred to prov1de both
electric utility services and telecommumcanons activities which require "an ‘indirect
measure of cost causatlon in order to relate the costs to the final objective.

Unattributable Costs - costs of assets and resources shared between electnc utility services
and telecommunications activities for which no causal relatlonshlp exists. These types
of costs are accumulated and allocated to both the electric utility ~services and
. telecommunications activities through the use of a General Allocator computed by using
the ratio of expenses directly assigned or.attributed to. electric utility services and
telecommunications activities. To calculate the unattributable costs to be allocated to the

" telecommunications division, the unattributable costs would be multiplied by a fraction -
with the expenses directly assigned and attributed to telecommunications serv1ces as the -
_numerafor and the sum of the - -expenses directly assigned and attributed - ‘to
telecommunieations plus the expenses directly assigned and attributed to electric ut111ty :
services as the denominator. The cost of goods (specifically wholesale power and
wholesale telecommunications scrv1ces) shall be excluded from the calculation of the
directly assigned and attributed expenses. :

, Intracompany Loans - The current market rate of interest will be applicable to loans made
by one division to the other division which rate of interest will not be less. than the
highest rate eamed by the Electric Power Board of Chattanoo_ga on its invested funds.

~ Taxes - The EPB will make tax equivalent payments with respect to its telecommunica-
tions ‘services in accordance with T.C. A § 7-52-404 and shall allocate for revulatory




- ,purposes to the cost of its telecommumcatxons services in an amount equal to a reasonable ,
determination of state, local and federa] taxes which would be required to be. pard for .
veach fiscal year by a nongovernmental corporatlon that provides the 1dent1¢al services,

V.

Tran’saotions with ‘Af’ﬁua‘tés g

,Charges__forvassets p'urchased by or traoSferred to ttre electric utﬂity'system‘ from_the‘
‘ teleeommutrieations divi.siori shall be recorded in the operetiog eccounts of the electric uuhty
di-vision at the invOice pric_e.‘i‘f that pﬁce is determined- ‘by a pre'va'i-liog- price' held out to‘ the
- general pubhe m the normal course of busmess If a prevaﬂmg pnce for the assets received by
the electnc ut1hty system is not avallable the charges recorded by the electnc utility system for
such assets shall be the Iower of their cost to the. ongmatmg act1v1ty and. the afﬁhated.-
telecommumcatrons, d‘rvrslon less all applicable vgluation'res‘e_rves, or their fair market value.

Assets sold or vtransferred from .t’he electric utility system' to the telecommdnications_
d1v151on shall be recorded as operatmg revenues, 1nc1dental revenues or asset retlrements
‘accordmcr to the nature of the transacuon involved. If such sales- are reﬂected in tariffs on file
wrth,the TR‘A or in a pre‘vajling_ price held out to the generel public, the associated revenues. shall
‘ be recotded at the prices contained therein'in the eppropriaterevenue aceounts If no tariff or
prevailing pnce is applicable, the proceeds from such sales shall be determmed at the h1crher of
_ costs less all aébhcable valuatmn reserves or estrmated farr market Value of the asset.

Services provided to an vafﬁliate pursuant to a tariff ﬁled with a regulatOry authority shall
be recorded ‘in the appropriate revenue accounts at the tariffed rate. Services provided by the |
telecommudications division to'tl‘re electric utility ‘system when the-sam'e se_rvices are also
'prOvided by the telecormnun’ications division to unaffiliated ‘part‘ie's shall be reeorded at the

market rate. If the electric system’ provides substantially all of a service to or receives




' substantrally all of a service from the telecommumcatlons d1v1510n whrch are not also provrded:

to unafﬁhated part1es the servrces shall be recorded at-cost. whxeh shall be determrned in a .

. manner that comphes wrth the standards and procedures of the apportronment of joint. and

'common costs between the electric system and telecomrnumcatlons d1vrsron operatlons of the

’EPB The revenues for all transactrons mvolvmg charges between the electnc system and the '

telecommumcatrons divisions shall‘ be booked into Qperat_ing revenue -accounts if corresponding -

- costs are recorded in operating expense accounts.
V.

- Balance She’et,-Accounting‘

Cash - The telecommunications division will maintain bank accounts separate from those

of the electric system. All telecommunications cash receipts from customers and other external

parties will be deposited directly in the telecommunications . division bank accounts.

- Telecommunications' disbursements will originally be paid from electric system bank accounts,

but the telecommunications division will reimburse the electric system for_the total at month-end

_via electronic funds transfer Services perfonned by one- division for the benefit of the other

‘ divrsron will be handled by mvmcmg and payment processmg Just as wrth any external entrty

Due to the balances maintained, there should be no bank charges assxgned or allocated to. exther

%

the electncsystem oz the telecommumcatlons division.

Receivables (External) - Telecommunications receivables Will be fully. segregated frorn

electric receivables. Both billings and payments for telecomminications service will be recorded

directly to appropriate telecommunications receivable accounts as they occur.

Payables (External) - Telecommunications payables to external parties-will be recorded -

in the electric system’s accounting system and will be-paid'from electric system bank accounts. -



To” _fmaintain “their ,teleconnnuﬁicatlons ~identity; these‘. amounts 'Wi_ll‘_ be recorded to
telecommunications account numbers or in the telecommunications cost center. At month-end,
a payable for the total reimbursement due to the electric system will be recorded in the

‘telecommunications division’s accounting system.

‘ Intraco‘mpax_wk:Rec_eivaoles and Payables - Tho éleot;‘lo systom‘ and thé télecommanlcétio.ns
division each w1ll carry a reoeivable and payab_le aooount- vfor’inl:rjgi-_company.t:ansactioné', Wi.th.llle‘ :
otl'ler. These acoounts will contain billings and o'tl.ler érrlounts designated 'forl sooh fund transfersl' v
bcfweén ’ tho | two as will be needed to maintain a proper .accouoiing' separation of |
) 'tele,conunohicatiohs and electric financial activity, Under this arrangoment‘all infra-corrlpany'

transéct_ionS will be cash-based‘:a'md will ‘i‘nv‘olve the _t'ransfer of funds. In determining the terms
and 'conditioné applicable to thése mtracompany receivables and payables, both parts of EPB will
utilize the same standards tllzit aro applicalolo to oﬁtside'parties. |

Materials - All material assots'will initially be recorded in the inventory‘ aécount»sfof the
| electrio'systerﬁ. Material issues will either be diré'c'tlybalssigned to teleconununlcations, or eleotric |
or will b e allooated if joint work is pe‘x:'forfn'evd- ona work o’r.de‘r. Currently, the éxpenéos of the
provisioning and-warehoﬁse functions are loaded as an additive to, lhé cosf of each .rrlafefial iiem
i_ssﬁed from vinve‘n_tory. This proCe_d‘ure‘will be: zipplied to tel_ecommunications material issues
o . “A‘t' v v

Plant Assets - All plant assets will 1mt1ally be recorded in the plant accounts of the
electric system The accountmg procedures to be applied to plant assets that will be wholly or

partlally used to prov1de telecommumcatlons service are explamed below .

Plant Dedicated to Telecommunications Service - Some plant assets may be bought or

constructed: solely for telecommunications service purposes for which the telecommunications



Vd1v131on will fully relmburse the electnc system Other plant assets ‘such as a ﬁbet optlc route
yvﬂl be constmcted to prov1de hoth telecon'unumcatlons and electnc serv1ce. Both types of a: assets
" .w111 be recorded't_n the electnc »system s plant accounts 'when mstalled and a detemnanon Wdl ;

' be made reoardmg the portton that will be used by the electric system The remaining portlon, ’

,mcludmg excess capacxty, W1Il be purchased by the telecommunlcattons d1v1s1on (thh the
g telecommumcatlons d1v1s10n'paymg the proporuonate cost as shown on the _eIectnc system books_)
and recorded asa telecommumcatlons asset in the appropnate telecommumcanons plant account
In the electric system s plant records, this telecommumcatmm plant port1on will be reported as
a ’contra—asset, On the electric books it will be refer:ed to as Plan’t Dedicated, to
Telecommunications -in order to spe'ciﬁcally identify 1t as plant used to proyide :
teiecomrhunicatiohsService. Reti_remetzt accounting entries for plant that has been aéportioned
between teiecommdnications and eleetﬁc' plant records wﬂl be - div‘ided between'
telecommumcanons and electric accordmo to the averace installation apporuonment for the
| spec1ﬂc type of plant asset. | |

Plant Leased to Telecommumcatlons D1v131on - Plant -assets such as poles, Iand anci ,

/
: buﬂdmos which are Jomtly used by both the electnc system and the telecommumcanons division

but w}nch are not easﬂy physxcally d1v151ble and asswnable between’ the two, w1ll remain entlrely N
in the electric_ planf accounts and be leased by the’telecommumcatxons. division rather than
‘purchased from the electric system. All leases. wi‘ﬂ. be calci_ilated in ’,accordance' yvtth applicable
FCC Pait'32"deﬁhitions. “The use of potes for pote attachments, '}whichvis currently already I'eased
to ot.he'rentiti‘es, and any sinﬁiar items will be leased :to .the telecommunications. division at t_he
highest rate pa1d by an outs1de party for comparable pole attachments For other leased plant,

the electric system w111 develop a lease pnce that W1ll fully cover the deprecmtlon maintenance,




and other Ioaded costs of the asset used. For example ﬂoor space in the electric bulldmgs w1ll

" be leased to the telecommumcatlons d1v1s10n on a per-square foot ba31s

Construmon Work. in Pro;zress_- EPB 'currently uses a ‘work order sy‘stem, very similar to '
those used by telecommunications companies. The cost of materials’,' labor; vehicles and heavy -

equipment, beneﬁts; and ‘other items ‘that‘ are ‘requir:ed ‘to complet_e‘ a telecommunications

: cdﬁstru‘ction job will be processed through this syStem, and sepafately identiﬁed from thefcosts' )
of electnc Work The accountmg procedures for detenmnmg and recordlng these costs are

" descnbed below in the Accountmo for Revenues and Expenses SCCthIl

»Degreciation’e All depreciable assets recorded in the plant accouhts:,of tvl‘he‘telep’hone
division will be depreciated in the teleconunenicatieﬁs aceounting- system. Depreciation rates will
reflect indsstry normal life }sP‘ans. Like assefs- of the electric system and the teleco_mmun_ieations
divisibh will be depreciated us‘i’ng thesamé depreciation ’rat,e.‘ : |

Amortxzatlon - Non-tangible assets and assets such-as capltahzed software w111 be

amortlzed over mdustry normal life spans.

VI

Accounting for Revenues and Expenses

Revenues - vTelecommunications- service revenues will be recorde_d directly to

"

telecommunications* revenue accounts as they are earned.

. Labor Expenses - Labor for field employees and contractors performing telecommunica-
tions operation and maintenance work will be directly assigned to telecommunications expense
accounts at the time such work occurs or will be appropriately allocated if telecommunications

and electric work are jointly performed on a work order. Labor for the majority of office

- personnel will be allocated between telecommunications and electric on the basis of percentages

10



_deter"rrxi'hed‘byv time 's't,udi‘_es',‘ which ‘will be up'd‘afed‘-nb less frequently thanv_a.‘nnually.' As an

~ example, the labor for accounting personnel will be divided between telecommunications and -

AN

electric eXpense 'acicounts according to a pei‘iodic- analysis_) of the accounting functions performed

by each employee'. Such labor allocations will also be "apprcv)priately revised ‘W‘h«:never work

* assignments or other pertinent circumstances change. Labor expenses for management and
~ certain other administrative personnel will be allocated as a géneral and administrative expense

‘as described in a later section.

‘Labor—'Rela_ted Expénses - Traihing hours and time spent awéy from work due to sick

leave, holidays, vacations, etc. ‘will be accumUlatéd monthly at the department.‘le\'/el.and prorated

~ to the sam¢ accourits and in the same proportion as thevdepartment?_s labor dollars are charged.

The alloéation"of payroll taxes and employee insurance to telecommunications and electric

accounts is described in a later section.

Other Expenses - EPB’s expense account num'bersv include very detailed functional codes .

for tracking specific expense categories such as supplies, membership dues, publications, postage,

-etc. .Some expenses will be directly assigned to telephone, to electric, or to bdth if a basis for

direct assiguﬁme'nt can be established. An’bexar‘nple, woﬁld-be- travel, which can be directly

assigned according to the specific circumstances of a trip taken. ~Other expenses such as

.,

~ departmental ofﬁée*sgpplies will be allocated, using'labor dollars, to the same accounts Where_

the department’s labor is directly recorded, ththef telephone, 'e_léctric, or both. The following

explains the basis for allocation of certain general and administrative expenses and of several

other major expense categories that will need to be allocated between telephone and electric

accounts:

Payroll Taxes - EPB will allocate payroll taxes on the basis of totall' labor dollars. -

11.



' Employee Insurance Expenses - EPB expenses for the employee retirement plan, disability

B insurance, term life insurance, and other benefits that are directly related tolab:o‘r‘ ex_'p_enses will™
' be allocated using total labor dollars. Other expenses such “as health and dental inshﬁance 'vt_ha,_it |

are nol a’ fuhcﬁo'n of lébor dollars will be allocated on the basis of lébor ‘hours.

Other Insurance Expenses - Property and hablhty insurance expenses w1ll be allocated as . N

| appro?nate For example, the allocatmn for insurance on assets w1ll be determmed by the assets

| insured. I‘nsurance on vehicles is currently dlstnbeted to acco’unt‘s asPart of the: vehlele expense
elearieg process. Some insurance p-oli.c‘ies, such as general liability, llas'e no ldirect;l}iassigneb_le

»"basis.a‘md‘ will be glloc_ated using the Genefal’Allocator. |

- Human Resources - The labor and expenses for the operation of the Human Resources

Department will be allocated to the telecommunications division and the electric system using |

the General Allocator’.z_

~ Management and Other Administrative Personnel - Labor and expenses that cannot be
- directly assigned to telecommunications and electric accounts will be»allocated using the General

'Allocator.

" Board of Directors’ Expenses - These expenses will be allocated using the General

Allocator.

-

 Services of €ity of Chattanooga - EPB currently pays the City of ‘Chaitanoo‘gzi a monthly -

‘f.e_e for two City officials to sign checks_ issued by EPB. . These fees will be allocated uslng the

General Allocator.

. The EPB' contends that labor and expenses for the operation of  the ‘Hlylman Resources
~ Department should be allocated using total labor dollars The parties disagree on the appropnaxe :
allocator for the expense

12
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- Other General and Administrative Expenses - Only a relatively small portion of these
_'éxpen'ses cannot be directly assigned or have no easily determinable allocation basis. These

" expenses will be allocated between telecommunications and’el'cct»‘:ic using the General Allocator.

V.’I'elecomrriluni'caﬁons Eﬁpe-ns.e’- it is énticipated that felec_o'r"mnurﬁCation‘s’sé,.rVicje 'vfo.rv the' :
- eléétxié sYéteni’ w111 be ptiféhaséd frérri the tei&'coriﬂﬁxun_icat'iohs div_isi‘i'ﬂﬁ. | The eiéctric s'jiémm will _
bé 4'tréated as any ot'her';‘elec.:orﬁmun.iéati:ons cust‘orrier and willv.bev billéd at tar_iffe‘d .ratéé. fThe»se
vc:o-s‘t‘s along With any ot‘her. associated te'lecc’)mmi_invicatbns‘ costs are part of‘ot‘het‘ General and
-Adrrzli.nistra;tive_: Expénses- apd the telec:oxrun‘qni;:étions diviéiéﬁ will pay its share invacciorda_n"qe
. With the allocaﬁ'on»' ﬁsing thp ’Géneral Allocator.

Pavment Processing - For processing teIecomfnunic’atiohs payments, the electric system -

“will charg_e the telecommunications division using the same ‘te_rr_r.xs'and conditiqné' available to

- other entities on a nondiscriminatory basis,.

' Marketing_ and Aﬁv’e"xﬁSing - Direqﬂy assignabléb fnaikét-iﬁg and advenising costs Wﬂl b'e'.:
dirg_ctly_assigned. ‘For example, é billboard pfe’se‘nting telecommﬁnicatioﬁs' service features will
’-bre ‘assigned to thie teléconimunicationsy division. A very sma]l doilé,r amcﬁnt of ma%kéting
expense is anticiéatedtd be of é joint nature. Such joint fnéfket‘ing expenses will be éllqcated

, bet_we‘enl the tg'lecommunicati‘ons.v division and the electric systém u_sing‘ the ratio of marketing
expensés directly' a’s‘si,gned and attﬁbuted to électric utiliij séﬁices and teléconmuﬁications
activities. To callculaté the joint marketing exp_’ense‘é fo be allocated to-the teléconnhunicatidns
E divis_io‘n; the joint marketiﬁg expenses would be: muitiplied'»by a fréctioﬁ with the ma'rke'ting"
' expen:seé directly assigned and yattribu‘ted t'o‘felec.ommunicatigns"serﬁc‘es as the numerator and
Ithe-’svuvrn of the_mz'trketingbexpenses dire‘ctly assigned »:ilnd attijufed to téleéommunications plus
the .ma‘fketin-g expenses:‘directly' assigned and aittri"bilted. to electrié. utility. services ‘ais the .

AN
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* denominator. EPB does not currently permit other entities to h_zive, bill-stuffing privileges in its
electric bills and shall not allow the telecommunications division to have such ability, unless

. provided to other thifdéparty',tele_communications companies.

. Vehiéle‘E)’cpensAe -To alioba;é vehicle expenses to ;ele‘éoﬁﬁnumcatiops accounts, EP'Blwv'ill'

| chtiﬁue to uS_e the c-tirr_ént system in which detailed recé_fds :of 1t’h_e}'costs tdoperate’and.maintaih
vehici_es are maintéiﬁed.’ Thesé véhiclé ‘Vexpe.ns‘evs, >i‘nclu.din'g dépreciatibn’ and "in“svura'nce, ’jvare,
} allocatéd_ to accounts in aééordan_ce with vehicle use, which is nomaﬂy cietérnﬁﬁec! by ihe work -
| performed by the empléyees'to whom they are assigne‘(‘iv. The expc_nsve‘s’ fbf yehiéles‘@signed to
CTews that perfénn cbhstmction and ‘maintenance work are allccatéd’ to accotinits on a“u

cost-per-hour basis. For all other vehicles, the allogationv‘b'asis is cost per mile.

Mabping System aﬁd Softv'vare -EPB maintéins a coﬁlputerizevd,mapping system. Like‘v

most of the other in_terﬁa’lly deve10pedlsyste_ms', the mapping s‘ystémv was directly ex‘pensed,k and

, there is no accumulated capitalized .amount to amortize. A_ll expenses,. includirig‘modifyi;igor
updating the systém or other expenses as‘soo.iat‘ed with'mapping, will be alloéatéd be’tﬁeeh the

. telecommunications division and the electric system using the route miles of facilities mapped.

R Service Restb’ration - This is another sbft\yaré system for which the costs’ have been
‘ diréctly éxpens?d as iﬁcurred. All expenses, i‘nclﬁding modifying or updéi:m.g' the system or other
: éxpeﬁses of the "sérv‘ic;_a festoratipn ‘sy's.tevm, will be allpCa;ed to the bteleconununication:sv divisi_ori. ,
and the electric sysfem on the -baéis of the direct labor of employe’e‘s._perfomﬁng ﬁéld r'epair‘s.‘

VIL

Code of Conduct
~ Regulatory Compliance - The telecb-mmuhications division of EPB will be subject to all

rules and regulations of the TRA in the same manner and to the same extent as other
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' telecommumcauons service prov1ders 1ncludmg w1thout hxmtauon rules and orders govemmg

~antis compet1t1ve practlces

Treatment of Slmllarly S1tuated Pames - The EPB shall process. all sumlar requests for “
N .

the serv1ces of the electnc utlhty system and the telecornmumcatlons d1v1510n in the same manner ‘

‘and. W1thm the same time period whether requested on behalf of an affiliate of the EPB or a third '

pay.

Customer Informatlon Customer mformatlon obtamed by the electric system of the EPB '

shall not be provxded to the telecommumcatlons lelSlOIl or to thucd pames unless the customer .

to which the customer information relates has ; g1ven express wntten authorization to do s0 and o

- then such mformatlon shall be prov1ded by the EPB only to the extent authonzed and only to the

parties specxﬁcally authorized to recewe it by the customer

“Billing and Collection for TeleCommuniCations Sex_’vices -1t witl be ,mor'e‘ than- three(?))

years before EPB would v'consider.using;'its “electric bills toﬂ"‘bi_ll any amounts due for its .

telecommunications division activities, Before EPB does 'a.ny such cousolidated billing, it will

request permission from the TRA with notice of that request being given to the intervenors.

Promotional Inserts in Bills - In the event that the EPB elects to insert any adi/ertising- or

.promOtional 'materials on behalf of the telecommunications division -into the envelope of the -

%

. monthly bill of the., electmc utlhty system the EPB shall pemnt any third party . to 1nsert

advemsmg and promouonal materials of the same general type into the envelope after. sufﬂment

- public notice, upon requ’est, on the same terms and ona fair and non-discriminatOry baSis. For

this purpose, sufficient notice is deemed to be a public notice published in at least two'
newspapers of general circulation at a minimum of 60 days prior to including the advertising and

promotional inserts of the telecommunications division in the envelope for the monthly bills.
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B _Separate_ Telephone Nunnbere - The EPB ‘svhall publish separate btelephone,numbers for its

electric utility system and its telecommunications.division. Nothing shall prevent the EPB from

maintaining an internal telephone system commonly shared by the telecommunications”division, :

- and the electric system.

Anti-Competitive Inducements - The EPB shall not state in any. advertiéing,""promotio'nel-

materials, or sales efforts, that consumers who purchase products or services from its= =

telecommunications division will receive preferential treatment in the provision of services from

its  electric utility system or'f;that any other benefit will inure to customers resulting from its

“dealings with the telecommunications division.

' Sales References by Utility Personnel - The personnel of the electric utility system shall
not speeify a preference for any product or service of the telecommun'icationsr division over l_ike

services of a third party provider.

~Joint Marketing of Regulated and Nonreguleted“ Services - The electric_.'sy‘stem end the

 telecommunications division of the Electric Power Board of Chattanooga may jointly offer their

respective products and services to customers provided that the customer is informed (a) of the

separate identities of each and (b) that the products and services of the electric utility system are

'disti_net and separately priced from the offerings of the telephone division and the eust_omer‘rnay _

select one without the other.

- Loans and Credit Guarantees - The telecommuﬁieatibnsi division may not obtain credit

. under any arrangement that would permit a creditor, ﬁpon default, to have recourse to the assets

of EPB’s electric system.
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| General Code_ of Conduct.:.Provisions - EPB may not ‘discnmin_atch between the

teleconnnuﬁit:ations' division and 'any other entity in the proVisiOn or. procurement of goods,

services, and 1nformat1on or in the estabhshment of standards

EPB shall account for all transactions with the telecommumcatxons d1v151on in accordance_

“with generally accepted .accounting prmc1ples or accountlfng prmcxples in a_‘cco_rd_ance wrth the

FCC regulatlons or accounting principles approved by the TRA.

VII

Reporting Requiremen'ts |

' The telecommunications division of the EPB shall report to the TRA on an annual basis:

.
®

(c).~

)

A

)

9%

()

the name and 'address of all afﬁliated'divisiOHS'.

all contracts entered mto with afﬁltated divisions or enttty and all transacnons

' undertaken with any afﬁhates w1thout a wntten contract;

the amount of afﬁhate transactlons bv afﬁhate by account charoed

the. basis used to record afﬁltate transactlons (1 e. book value fair market value ‘
tariff, fully distributed cost), ' '

total costs allocated or charoed back to each d1v151on, '

updates of the allocauon factors used to. allocate costs between the electnc system
‘and the telecommumcattons division;

‘the financial statement data, as rec_orded for each EPB division, in whatever

format the TRA requires, including a copy of EPB’s audited financial data.for the

electric system and for the telecommumcattons division and on a consolidated
basis.?

a computation of all tax allocations for regulatory purposes 'as follows:

1 Property Taxes. Computation will be net book Value for taxable assets
multlplled by the current City or County tax rate as appropnate An

3Smce the. FERC and the FCC have dxfferent account requxrements the consohdated
statement may not comply with either.
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"ffsmmg adJUStment wﬂl b madc & mmovc any In Lieu Of Taxc:s :
surrently - paid by EPB which are: s gate paymcnts for propexty and
cthcrtaxes '

@) Sales Taxes. Computatmn wdl be thc purchascs of taxable goods. and .
- services dunng the reporting peried multiplied by the applicable sales tax
‘rate. EPB. will show such’ an amount ‘as totaily e.xpensed and will not
reflect that pottmns of it may have beeu capxtahzcd. : :

3 Other State and Local Tam Computauon wdl be bascd on apphcablc tax _
L code .

(4)  Federal Incomc Tax. Calculatxons wx]l involve using the cum:nt fcderal“

|+ corporate income tax rate multipiied by the net taxable income of the ‘

. telecommunications division. EPB will make adjustments and deferments

. to taxes as appropriate and as used by other entities. For example, taxes

~will be calculated - usxng allowabie tax deprcczauon rathcr than book
dcprcclanon.

The EPB shall make available the bccks acccuz.lfs‘ memnranda, éontracts 'and reéor&s of
the clcctnc system and the telcconnnumcanons dxvxsmn and any other affi liated company upon »
rcquest of the TRA

' The EPB shall mamtam bcolcs of account énd supporc’mg documentation in sufﬁcient
detazl to permit vcnficatmn of compliance with the cost asszgnmcnt and ailocanon ‘principles and

| the Code of Conduct approw:d by the TRA. »
| Tne TRA may ordcr an audit 1o be pcrformed nc more frequcnﬂy than on an annual basxs
of all marters dccmcd relevant by the scicctcd audxtor and EPB and ity .1fﬁhated d1v131ons shall -
. coopcratc fully with all rcqucsts nccessaxy o perform the audxt The audit shau be. prcwdcd'
' tc the TRA not lafer than six (6) months aﬁar the onset of :hc audlt, and pmvxded to EPB not

- later than sixty (60) days thereafter.

“The ’I‘CTA contcnds that a prowsxon should be added to rcquu:c EPB to pay the cost of any’
" independent audit or have the TRA assess the cast. EPB contends that such a prowsmn would

violate Tcnncss&. Code Annotated § 7-52-401 by 1mposmg on EPB a cost it does not impose on.
other tclephone companies.
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The EPE mamtams an mtemal aucht staff which W1H be tasked annually with testmg the -
, .comphance of the telecommumcatmns dxvxslon and the electric system w1th the Condmons set’
forth hereln or supplemental condltlons or prov1s1ons ordered by the TRA Any wrltten ﬁndmg'
or Werk papers associated: with such cemphance tests shall be made available to the TRA

Annuaﬂy, the internal audxtor.s for the EPB shall issue a statement detaﬂmg the EPB 'S
comphance w1th the Code of Conduct

The TRA shall have access to personnel of both the telecommumcatmns dnqslon and the
>e1ectnc system who will be capable of respondmg to TRA mqumes W1th respect to, but not‘-
' Iimited to, afﬁhate transactions and the nature of dlrect and indirect charges and b1111ngs between
afﬁliates. ‘ | |

| The EPB shall submit all other reports : that are reqnned. to 'be ﬁled with the TRA by

- Competing Telecommunications Service Providers.

Respe ctfully submitted,

FARRIS, MATHEWS, |
BRANAN & HELLEN, P.L.C.

0@%@5 L) /(,Z{%

G . - , Charles B. Welch, Jr., #5593
' .- .~ Attorney for Tennessee Cable
n . Telecommunications Association’
- 511 Union Street, Suite 2400 -
© Nashville, Tennessee 37219
(615)726-1200 |
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 STRANG, FLETCHZER CARRIGER,
~ ,fWALKER HODGE & SMITH, PLL.C.

7P .

lelham C. Carriger, #1778
~ Mark W. Smith, #16908 ,
- Attorneys for Electric Power Board
- of Chattaricoga . ,
400 Krystal Building
- One Union Square
Chattanooga, TN 37402—2514

CERTIFICATE OF SERVICE

1, W1111am C. Carriger, hereby certify that I have served a copy of the foregomc document :
on the pames on the attached list, by deposxtmg copy of same in the U S. Maﬂ postage prepald
this the 3rd day of November 1998

R Q:%?év

William C. Carnger

88216.07
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